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Students’ Department
H. P. Baumann, Editor

This department has been requested to solve the following problems given
by the board of examiners in accountancy, state of Illinois, on May 10, 1928:
Problem:
Mr. D. S. Watt had been operating his manufacturing business as a pro
prietorship for several years, but decided to incorporate at the close of 1927.
The following is a trial balance of the assets and liabilities of Mr. Watt as at
December 31, 1927, and a condensed statement of his profit-and-loss account
for the year ended that date, both of which are assumed to be correctly stated.

Cash......................................................................
Receivables—Customers...................................
Reserve for bad debts........................................
Inventories (at cost)—
Finished goods.................................................
Work in progress............................................
Materials and supplies...................................
Unexpired insurance...........................................
Land......................................................................
Buildings...............................................................
Machinery and equipment................................
Automobiles and trucks.....................................
Furniture and fixtures.......................................
Reserve for depreciation....................................
Bank Ioans...........................................................
Trade accounts payable.....................................
Accrued state and local taxes...........................
Accrued payroll...................................................
Accrued interest..................................................
Capital..................................................................

Debit
$87,432.26
283,784.60

Credit
$32,684.37

351,684.92
133,775.60
125,960.24
9,243.08
78,640.00
555,327.84
672,433.90
24,782.78
18,674.10
532,674.83
150,000.00
118,772.91
24,500.00
8,075.68
784.30
1,474,247.32

$2,341,739.32

$2,341,739.32

Net sales...........................................................................................
Cost of sales.....................................................................................

$1,434,785.20
924,103.85

$510,681.35

Selling, general and administrative expense—
Selling expense..........................................................................
General and administrative expense........................................

$169,863.21
134,898.33

Total..........................................................................................

$304,761.54

Net profit from operations.....................................................
Add: Miscellaneous income...........................................................

$205,919.81
14,672.20

Deduct: Interest on loans, etc.........................................................

$220,592.01
12,864.36

Net profit before federal taxes..............................................

$207,727.65

The assets are stated above on a cost basis. In connection with the pro
posed incorporation, Mr. Watt has had his fixed assets appraised by Valuation

378

Students' Department
Appraisal Company as at December 31, 1927; a summary of this appraisal at
reproduction values and accrued depreciation is as follows:
Land....................................................................................................
$125,000.00
Buildings.............................................................................................
875,469.31
Machinery and equipment............................................................... 1,176,903.18
Automobiles and trucks, used in manufacturing operations.. ..
25,500.00
Furniture and fixtures......................................................................
19,771.36
Reserve for depreciation..................................................................
664,782.90

In the past Mr. Watt has applied the following annual rates to the closing
asset balances in making provision for depreciation and it is assumed that
these rates will be adequate in the future; buildings 3%, machinery and equip
ment 7½%, automobiles and trucks 20%, furniture and fixtures 10%.
Mr. Watt formed The Kilner Corporation late in December, 1927, and as
at January 1, 1928, he transferred his fixed assets to The Kilner Corporation
in exchange for its entire authorized capital stock, which consisted of 7% cumu
lative preferred, 10,000 shares par value $100.00 per share, and common,
50,000 shares, of no par value. The Kilner Corporation took up the fixed
assets and depreciation reserve as appraised, and sold, as at January 1, 1928,
an issue of $750,000.00 first-mortgage 6% 20-year gold bonds at a discount of
ten points. Mr. Watt transferred at book values his current assets and
unexpired insurance, subject to his liabilities (excepting the liability for
federal income taxes) to The Kilner Corporation as at January 1, 1928, for
cash. Mr. Watt personally assumed the liability for all federal income
taxes for 1927 and prior years.
Prepare a balance-sheet as at January 1, 1928, and a profit-and-loss account
for the year 1927, showing net profits (after federal taxes) available for interest
charges on the new issue; both statements are to be on a corporate basis, after
giving effect to all changes which will arise from the incorporation, acquisition
of properties, and financing stipulations. Attach your work sheet accompany
ing the adjustment of the profit-and-loss account.
Solution:
The following explanatory journal entries support the adjustments in the
working papers on page 380.

Explanatory journal entries

(1)
Land..........................................................................
Buildings...................................................................
Machinery and equipment.....................................
Automobiles and trucks.........................................
Furniture and fixtures.............................................
Reserve for depreciation................................
Capital account...............................................
To record appraisal values of fixed assets, per
appraisal of the Valuation Appraisal Co., Decem
ber 31, 1927:
Asset
Land..........
Buildings...
Machinery
and equip
ment ....
Autos and
trucks. . .

Appraisal
$125,000.00
875,469.31

Cost
$78,640.00
555,327.84

Difference
$46,360.00
320,141.47

1,176,903.18

672,433.90

504,469.28

25,500.00

24,782.78

717.22
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$46,360.00
320,141.47
504,469.28
717.22
1,097.26

$132,108.07
740,677.16
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351,684.92
133,775.60
125,960.24
9,243.08
78,640.00
555,327.84
672,433.90
24,782.78
18,674.10

$87,432.26
283,784.60

532,674.83
150,000.00
118,772.91
24,500.00
8,075.68
784.30
1,266,519.58

$32,684.37

stock —The

Kilner

account ..............................

Profits transferred to capital

....

10,000 shares— 7% cumu 
lative preferred ($100 par)
50,000 shares—common, no
par value .......................
First-mortgage 6% 20-year
. ............
gold bonds
Bond discount ..........................

Capital

$3,583,469.07 $3,583,469.07

Net sales....................................
1,434,785.20
Cost of sales..............................
924,103.85
Selling expense .........................
169,863.21
General and administrative
expense ..............................
134,898.33
Miscellaneous income ..............
14,672.20
Interest on loans ......................
12,864.36

Reserve for bad debts ..............
Inventories (at cost)—
Finished goods......................
Work in progress ..................
Materials and supplies ........
Unexpired insurance ................
L and ..........................................
Buildings ...................................
Machinery and equipment. . ..
Automobiles and trucks ..........
Furniture and fixtures .............
Reserve for depreciation ..........
Bank loans ................................
Trade accounts payable ..........
Accrued state and local taxes...
Accrued payroll ........................
Accrued interest .......................
C apital......................................

C ash ...........................................
Receivables—Customers .........

D. S. W att
Trial balance
December 31, 1927

46,360.00
320,141.47
504,469.28
717.22
1,097.26

(2)

160,035.04

75,000.00

135,008.06

109.73

75,000.00

$4,045,437.27 $1,449,457.40 $1,449,457.40 $3,307,461.11 $3,307,461.11

750,000.00

557,860.95
(4) 750,000.00

1,000,000.00

664,782.90
150,000.00
118,772.91
24,500.00
8,075.68
784.30

$32,684.37

(3) 1,000,000.00

14,672.20

$1,434,785.20

351,684.92
133,775.60
125,960.24
9,243.08
125,000.00
875,469.31
1,176,903.18
25,500.00
19,771.36

$105,368.82
283,784.60

Adjusted balance-sheet
The Kilner Corporation

(3) 557,860.95

160,035.04

12,864.36

$971,686.73
169,863.21

160,035.04

(1) 740,677.16
(2) 47,692.61

(1) 132,108.07

(5) $657,063.44

Profit and loss

47,582.88

$4,045,437.27

(4)

(2)

(3) 1,557,860.95
(5) 657,063.44

(1)
(1)
(1)
(1)
(1)

(4) $675,000.00

Adjustments

D. S. Watt and the Kilner Corporation
Working papers, December 31, 1927
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Asset
Furniture
and fix
tures....

Appraisal

Difference

Cost

19,771.36

18,674.10

1,097.26

Total.. $2,222,643.85
Deprecia
tion re
serve ....
664,782.90

$1,349,858.62 $872,785.23

Balance $1,557,860.95

$817,183.79 $740,677.16

532,674.83

132,108.07

(2)
Cost of sales.............................................................
General and administrative expense....................
Capital account...............................................
To charge operations with depreciation on ex
cess of appraisal values over cost of fixed assets:

47,582.88
109.73
47,692.61

Rate Depreciation
Asset
Excess
Buildings..................... $320,141.47
3%
$9,604.24
Machinery and equip
ment ....................
504,469.28
7½%
37,835.20
Automobiles and
20%
143.44
trucks..................
717.22
$47,582.88

To cost of sales . .

Furniture and fixtures.

1,097.26

10%

$109.73

(3)
Capital account....................................................... $1,557,860.95
Preferred stock—7% cumulative, Kilner Cor
poration (10,000 shares $100 par value).. . .
$1,000,000.00
Common stock—Kilner Corporation (50,000
shares, no par value)..................................
557,860.95
To record the capital stock issued to D. S.
Watt for the fixed assets of his business:
Fixed assets................................... $2,222,643.85
Reserve for depreciation..............
664,782.90

Net ........................................ $1,557,860.95
Preferred stock.............................. 1,000,000.00

Common stock..............................

$557,860.95

(4)
Cash..........................................................................
Bond discount.........................................................
First-mortgage 6% 20-year gold bonds..........
To record the sale of bonds at a discount of 10
points.
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675,000.00
75,000.00

750,000.00
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(5)
Capital account.......................................................
Cash......................................................................
To record the payment of cash to D. S. Watt
for the amount of the current assets and unex
pired insurance less the liabilities of his business:
Assets
Cash................................................
Receivables—Customers (net).. .
Finished goods...............................
Work in progress..........................
Materials and supplies.................
Unexpired insurance.....................

Amount
$87,432.26
251,100.23
351,684.92
133,775.60
125,960.24
9,243.08

Total.......................................

$959,196.33

65 7,063.44

657,063.44

Liabilities
Bank loans.....................................
Trade accounts payable...............
Accrued state and local taxes....
Accrued payroll.............................
Accrued interest............................

$150,000.00
118,772.91
24,500.00
8,075.68
784.30

Total.......................................

$302,132.89

Net current assets

$657,063.44

............

Exhibit “A”

The Kilner Corporation
Balance-sheet, January 1, 1928

Assets
Current assets:
Cash............................................
Receivables—Customers.......... ..... $283,784.60
Less: Reserve for bad debts. .
32,684.37

Inventories (at cost)—
Finished goods.................
Work-in-progress..............
Materials and supplies....

$351,684.92
133,775.60
125,960.24

Unexpired insurance....................
Bond discount..............................

$105,368.82
251,100.23

611,420.76

$967,889.81

9,243.08
75,000.00
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Fixed assets (as appraised by Val
uation Appraisal Company
January 1, 1928)—
Land...........................................
$125,000.00
Buildings....................................
$875,469.31
Machinery and equipment.... 1,176,903.18
Automobiles and trucks..........
25,500.00
Furniture and fixtures.............
19,771.36
Total....................................... $2,097,643.85
Less: Reserve for depreciation.
664,782.90

1,432,860.95

1,557,860.95

$2,609,993.84
Liabilities and net worth
Current liabilities:
Accrued payroll...................................................
$8,075.68
Accrued state and federal taxes.......................
24,500.00
Accrued interest..................................................
784.30
Trade accounts payable.....................................
118,772.91
150,000.00
Bank loans...........................................................
First-mortgage 6% 20-year gold bonds..............
Net worth:
Capital stock:
Preferred, 7% cumulative, authorized and
outstanding, 10,000 shares of a par value
of $100 each................................................. $1,000,000.00
Common, authorized and outstanding,
50,000 shares of no par value...............
557,860.95

$302,132.89

750,000.00

1,557,860.95

$2,609,993.84
Exhibit “B”

The Kilner Corporation
Statement of profit and loss for the year ended December 31, 1927

After giving effect (1) to the adjustment for depreciation on acquired
properties, (2) to federal income taxes at present rates and (3) to
amortization of bond discount.
Net sales............................................................................................. $1,434,785.20
Cost of sales.......................................................................................
971,686.73
Gross profit on sales.........................................................................
Selling, general and administrative expenses:
Selling expense..................................................... $169,863.21
General and administrative expense.......... ..
135,008.06

$463,098.47

Net profit from operations...............................................................
Add: Miscellaneous income.............................................................

$158,227.20
14,672.20
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Total profit and income...................................................................
Deduct: Interest on loans, etc..........................................................

$172,899.40
12,864.36

Net profits, before interest, amortization of bond discount and
federal taxes.......................................................................
$160,035.04
Deduct: Income taxes (per schedule 1)..........................................
19,077.32

Net profits before interest and amortization of bond discount..
Deduct: Amortization of bond discount.........................................

$140,957.72
3,750.00

Net profits available for interest charges.....................................

$137,207.72

Annual interest charges on the first-mortgage 6% 20-year gold
bonds...................................................................................
$45,000.00

Schedule I
Statement showing computation of federal income tax at the rate for
the year 1928, on the taxable income of D. S. Watt for the year 1927,
adjusted (1) to a corporate basis and (2) for interest charges and bond
discount amortization.
Net profits, before interest and federal income tax....................
$160,035.04
Add: Depreciation on the excess of appraisal values of fixed
assets over cost. (For tax purposes, depreciation should be
based upon cost to the transferor.)............................................
47,692.61

Total............................................................................................
Deduct:
Interest for one year on the 6% 20-year gold
bonds.............................................................
$45,000.00
Amortization of bond discount for one year. .
3,750.00

$207,727.65

Taxable income.................................................................................

$158,977.65

Income tax 12% (the rate for the year 1928) of taxable income

$19,077.32

48,750.00

Problem:
The following trial balances after closing are taken from the books of The
Merit Manufacturing Co., an Illinois corporation:
Cash......................................................
Receivables..............................................
Inventories...............................................
Deferred charges..................................
Land......................................................
Buildings..................................................
Machinery and equipment....................
Reserves for depreciation—buildings
Reserves for depreciation—machinery
and equipment.............................
Patents..................................................
Payables (including accruals)............
Bonds....................................................
Common stock—no par.....................

December 31, 1925
Debit
Credit
$72,594.50
141,200.69
117,632.30
26,488.61
52,000.00
192,254.88
224,746.72
$14,627.94

33,831.47
18,000.00
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87,975.33
200,000.00
70,000.00

December 31, 1926
Debit
Credit
$47,822.26
176,539.75
182,881.40
28,121.19
52,000.00
219,776.28
296,152.96
$20,808.41

18,000.00

59,876.45

168,344.98
200,000.00
70,000.00
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Preferred stock—7% par value
$100.00 per share........................
Surplus..................................................
Profit and loss......................................
Unabsorbed burden.............................

$190,000.00
125,600.90
105,060.06
17,822.00

$190,000.00'
217,360.96
100,649.76
5,746.72

$844,917.70 $844,917.70 $1,027,040.56 $1,027,040.56

The make-up of the inventories at December 31, 1925 and 1926, was as
follows:
December 31
1925
1926
Material........................................................................ $42,432.42 $39,631.80
Labor.............................................................................
32,695.60
71,624.80
Overhead......................................................................
42,504.28
71,624.80
$117,632.30 $182,881.40

The bonds are 8-year 6½% first-mortgage bonds, dated May 1, 1925, and
issued at 4½% discount which is being amortized on a straight-line basis.
They are callable, on sixty days notice, during the first two years at $104,
during the third and fourth years at $103, and during the last four years at $102.
The productive labor charges for the years 1925 and 1926 were $118,813.30
and $138,639.55, respectively, and the average ratio of overhead to productive
labor for these years was 115% and 117%.
During 1925, common stock aggregating 800 shares was donated to the
company which was sold late in the year for $25.00 per share, and during 1926
the company bought 500 shares of common stock for $30.00 per share, which
it resold at $28.00 per share. The gain or loss on these stock transactions was
carried through the current profit-and-loss accounts. Dividends on the
preferred stock have been paid regularly to and including December 31, 1926.
The company has had an appraisal made as of December 31, 1926, from
which the following values were determined:

Land.......................................................
Buildings................................................
Machinery and equipment..................

Cost of
Depre
repro
ciation
duction
reserve
$71,500.00
248,751.87 $16,007.27
372,884.23 34,676.16

Sound
value
$71,500.00
232,744.60
338,208.07

$693,136.10 $50,683.43 $642,452.67

For the purpose of securing funds for necessary plant extensions the company
enters into a contract with the bankers on April 1, 1927, providing for the issue
of 6% first-mortgage 15-year serial bonds aggregating $500,000.00 at 95, for
the retirement of the present outstanding bonds, and for the expenditure of
$250,000.00 for new plant additions.
In connection with the financing the company intends to take the appraisals
up on the books as of December 31, 1926.
Prepare a balance-sheet as of December 31, 1926, giving effect to the proposed
refinancing, showing in the net-worth section the opening surplus at January 1,
1926, and the net profits for the year 1926. Make such adjustments as you
think necessary and submit all journal entries. You may disregard any effect
your adjustments may have on the federal tax provisions for the years 1925 and

1926.

Solution:
In considering the following adjusting journal entries, see the working
papers on page 386.
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First-mortgage 6% 15-year serial bonds ..............................
Plant extension fund ...............................................................

Donated surplus ......................................................................
Capital surplus (arising from appraisal of fixed property) .

Unabsorbed burden ...............................................................

Profit and loss ..........................................................................

Reserves for depreciation—
Buildings ...............................................................................
Machinery and equipm ent.................................................
Patents ......................................................................................
Payables (including accruals) ................................................
B o n d s ... ............ ................
Common stock —no p a r .........................................................
Preferred stock — 7% par value $100.00 per share ..............
Surplus ....................................................................................

$47,822.26

5,746.72

18,000.00

52,000.00
219,776.28
296,152.96

176,539.75
182,881.40
28,121.19

100,649.76

168,344.98
200,000.00
70,000.00
190,000.00
217,360.96

__ _
$20,808.41
59,876.45

$1,027,040.56 $1,027,040.56

L and ...............................................................................................
Buildings .......................................................................................
Machinery and equipm ent .........................................................

Receivables...............................................................................
Inventories ................................................................................
Deferred charges ......................................................................

C ash ...............................................................................................

Trial balance
December 31, 1926
12,176.22
25,000.00
6,000.00
19,500.00
28,975.59
76,731.27

4,904.34
12,917.66
(1)
(2)

$1,173,599.01

(11) 250,000.00

20,000.00
1,000.00
11,392.50

(5)
(6)
(4)

(10) 200,000.00

(8) 4,801.14
(8) 25,200.29

(3)
(9)
(10)
(7)
(7)
(7)

12,917.66

$1,173,599.01

(1)
4,904.34
(6)
1,000.00
(3) 12,176.22
(4) 11,392.50
(5) 20,000.00
(7) 125,206.86
(8) 30,001.43
(9) 500,000.00

(2)

(10) $206,000.00
(11) 250,000.00

Adjustments
(9)$475,000.00

Working papers, December 31, 1926

T he Merit Manufacturing Company

155,208.29
500,000.00

20,000.00

95,161.60

209,278.62

70,000.00
190,000.00

168,344.98

$16,007.27
34,676.16

$1,458,676.92 $1,458,676.92

250,000.00

18,000.00

59,121.19
71,500.00
248,751.87
372,884.23

$66,822.26
176,539.75
195,057.62

Adjusted
balance-sheet
December 31, 1926
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The Merit Manufacturing Company
Adjusting journal entries
(1)
Unabsorbed burden.................................................
Profit and loss, 1926 (inventory 12-31-25).. . .
To correct the inventory of December 31, 1925:
Overhead, per inventory.......... $42,504.28
Correct amount (115% of labor
in inventory $32,695.60). . .
37,599.94
Overstatement...........................

(3)
Inventory, December 31, 1926.............................
Unabsorbed burden............................................
To correct the inventory of December 31, 1926:
Correct amount of overhead
(117% of labor in inven
tory $71,624.80)...............
$83,801.02
Overhead, per inventory.. . .
71,624.80

Remainder.............................

12,917.66
12,917.66

12,176.22

12,176.22

$12,176.22

(4)
Profit and loss.........................................................
Unabsorbed burden............................................
To write off the unabsorbed burden accumu
lated during the year 1926 to profit and loss:
Credit balance, Dec. 31, 1925. . .
$17,822.00
Debit balance, Dec. 31, 1926.. . .
5,746.72

Total debits during year 1926
Less: Credit adjusting journal
entry No. 3................................

$4,904.34

$4,904.34

(2)
Unabsorbed burden................................................
Surplus.................................................................
To transfer balance in unabsorbed burden ac
count at December 31, 1925, to surplus.

Understatement....................

$4,904.34

11,392.50
11,392.50

$23,568.72
12,176.22

$11,392.50

(5)
Surplus.....................................................................
Donated surplus..................................................
To set up as donated surplus the 800 shares
of common stock of the company which were
donated and sold at $25.00 per share during 1925.
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20,000.00
20,000.00
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(6)
Surplus......................................................................
Profit and loss.....................................................
To transfer from profit and loss the loss on 500
shares of common stock of the company, bought
at $30.00 per share and sold at $28.00 per share.

$1,000.00
$1,000.00

(7)

Land..........................................................................
Buildings...................................................................
Machinery and equipment....................................
Capital surplus (arising from appraisal of
fixed property)................................................
To record the excess of appraised values over
cost of fixed assets, per appraisal of the--------Appraisal Company as of Dec. 31, 1926:
Asset

Land..................
Buildings............
Machinery and
equipment....

Appraised
value
$71,500.00
248,751.87

$52,000.00
219,776.28

Excess of
appraised
value
$19,500.00
28,975.59

372,884.23

296,152.96

76,731.27

Cost

19,500.00
28,975.59
76,731.27

125,206.86

Total.......... $693,136.10 $567,929.24 $125,206.86

(8)

Reserve for depreciation—Buildings...................
Reserve for depreciation—Machinery and equip
ment..................................................................
Capital surplus (arising from appraisal of
fixed property).............................................
To reduce the depreciation reserves to the
amounts shown in the appraisal of the--------Appraisal Company as of Dec. 31, 1926:

4,801.14
25,200.29

30,001.43

Depreciation
reserve
Book value Appraisal
Excess
Buildings........... $20,808.41 $16,007.27
$4,801.14
Machinery and
equipment.... 59,876.45
34,676.16
25,200.29
Total..........

$80,684.86

$50,683.43

$30,001.43

(9)

Cash..........................................................................
Deferred charges.....................................................
First-mortgage 6% 15-year serial bonds.........
To give effect to the proposed sale of firstmortgage 6% 15-year serial bonds at 95.
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475,000.00
25,000.00
500,000.00
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At this point it is necessary that we consider what procedure is to be followed
in accounting for the premium to be paid and the unamortized bond discount
on the bonds called for retirement. Conservative practice would require,
probably, that this premium and unamortized bond discount be written off
against surplus immediately, or within a few years. But if this method were
followed would it accurately record the facts?
The calling and the retirement of the outstanding first-mortgage bonds were
necessary to obtain the funds for the plant extensions, and any such cost
incurred should be considered as a part of the cost of issuing the new bonds to be
written off over the life of the new bonds. Further, the following computation
shows that a saving in annual charges is effected under the new financing for
the rate of cost of the new issue, including amortization of discount on both
issues, and the premium paid on the old issue is lower than the rate of cost of
the old issue.

Rate of cost of old issue (8 years 6½%):

Bond discount (4½% of $200,000) ÷8....................................
Interest (6½% of $200,000).......................................................

Annual
charge
$1,125.00
13,000.00

Total annual cost..................................................................

$14,125.00

Rate of cost ($14,1254-$200,000) ...............................................

7.0625%

Rate of cost of new issue (15 years 6%):

Bond discount (5% of $500,000)÷15........................................
Interest (6% of $500,000)...........................................................
Premium paid on old issue ($6,000÷15)..................................
Unamortized bond discount on old issue (6⅓ years @ $1,125
per year÷15).........................................................................

Annual
charge
$1,666.67
30,000.00
400.00

475.00

Total annual cost..................................................................

$32,541.67

Rate of cost ($32,541.67÷$500,000.00)............................

6.5083%

The premium on the called bonds is, therefore, charged to the deferredcharges account.
(10)
Bonds........................................................................ $200,000.00
Deferred charges.....................................................
6,000.00
Cash..................................................................
$206,000.00
To give effect to the proposed retirement of
bonds outstanding.
These bonds are callable, on sixty days’ notice, at $104 up to May 1, 1927,
and at $103 for the third year. The contract with the bankers was entered into
on April 1, 1927. It is assumed, in this solution, that call notices were sent
out immediately, calling the bonds for retirement on June 1, 1927, at 103.
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Plant extension fund..............................................
Cash......................................................................
To give effect to the proposed setting aside of
$250,000 for the expenditures of new plant
addition.

$250,000.00
$250,000.00

The Merit Manufacturing Company

Balance-sheet, December 31, 1926
After giving effect as at that date to the proposed retirement of
$200,000 first-mortgage bonds, to the proposed sale of $500,000 firstmortgage bonds and to appraisal of plant.
Assets

Current assets:
Cash..........................................................................
$66,822.26
Receivables..........................................................
176,539.75
Inventories (at cost)...............................................
195,057.62
------------------- $438,419.63
Plant extension fund..............................................
250,000.00
Deferred charges.....................................................
59,121.19
Capital assets:
As appraised by the---------Appraisal
Company as at December 31, 1926.
Cost of Depreciation
Sound
Asset
reproduction reserve
value
Land............................
$71,500.00
$71,500.00
Buildings.....................
248,751.87 $16,007.27 232,744.60
Machinery and
equipment............
372,884.23 34,676.16
338,208.07
$693,136.10 $50,683.43

642,452.67

Patents........................................................................

18,000.00

$1,407,993.49
Liabilities and net worth
Payables (including accruals)..............................
First-mortgage 6% 15-year serial bonds.............
Net worth:
Capital stock —
Preferred stock — 7% par
value $100.00 per share... $190,000.00
Common stock, no par value
70,000.00 $260,000.00

Surplus —
Balance, January 1, 1926...

$223,578.62
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$168,344.98
500,000.00

Students' Department
Add: Profits for year 1926. .

$95,161.60

Total...................................

$318,740.22

Deduct:
Dividends paid on pre
ferred stock................
$13,300.00
Loss on sale of common
stock...........................
1,000.00

Total.......................................

$14,300.00

Balance, December 31, 1926..........................
Donated surplus..................................................
Capital surplus (arising from appraisal of
fixed assets)......................................................

$304,440.22
20,000.00

155,208.29

$739,648.51

$1,407,993.49
Schedule I

The Merit Manufacturing Company
Analysis of net profits for the year 1926
Balance, December 31, 1926, per books........................................
Add: Adjustment of opening inventory (Decem
ber 31, 1925) which was overstated............
$4,904.34
Adjustment to transfer loss on purchase and
sale of 500 shares of common stock of the
company...............................................................
1,000.00

$100,649.76

5,904.34

Total............................................................................................
Deduct: Unabsorbed burden accumulated during the year........

$106,554.10
11,392.50

Balance, December 31, 1926, as adjusted.....................................

$95,161.60

Note:—Apparently no provision for amortization of patents was made on
the books of the company for the year 1926. As the problem does not supply
the necessary data, no attempt has been made to compute this amount in this
solution.
Schedule II

The Merit Manufacturing Company
Analysis of surplus
Balance, December 31, 1925, per books........................................
Add: Profit and loss for year 1925.......................
$105,060.06
Balance of unabsorbed burden account at
December 31, 1925....................................
12,917.66

Total............................................................................................
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$125,600.90

117,977.72
$243,578.62
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Deduct: Transfer of the amount received from
the sale of 800 shares of common stock donated
to the company to donated-surplus account............................

20,000.00

Balance, December 31, 1925, as adjusted.....................................
Add: Profit and loss for year 1926 (schedule I)..............................

$223,578.62
95,161.60

Total............................................................................................
Deduct: Dividends paid during the year 1926 on
the 7% preferred stock outstanding............
$13,300.00
Loss on sale of 500 shares of common stock
1,000.00

$318,740.22

Balance, December 31, 1926, as adjusted.....................................

$304,440.22
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